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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Workers' 
Compensation  Division  for  the  two  fiscal  years  ended  June  30,  1980. 


The  audit  was  conducted  by  Newland,  Horn,  Crippen  and  Peck,  P.C. 
under  a  contract  between  the  firm  and  our  office.   The  comments  and 
recommendations  contained  in  this  report  represent  the  views  of  the 
firm  and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 


Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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SUMMARY  OF  RECOMMENDATIONS 


As  a  separate  section  in  the  front  of  each  audit  report,  we  include  a  listing 
of  all  recommendations  together  with  a  notation  as  to  whether  the  agency  concurs 
or  does  not  concur  with  each  recommendation.   This  listing  serves  as  a  means  of 
summarizing  the  recommendations  contained  in  the  report  and  the  audited  agencies' 
replies  thereto  and  also  as  a  ready  reference  to  the  supporting  comments.   The  full 
replies  of  the  Division  of  Workers'  Compensation  are  included  in  the  back  of  this 
report. 


Page 


We  recommend  that  the  Division  seek  alternative 
funding  sources  for  the  uninsured  employers  fund 
to  defray  the  costs  of  (1)  seeking  out  the  uninsured 
employers  and  (2)  paying  benefits  to  injured  workers 
whose  employers  are  uninsured. 

Agency  Reply:   Concur.   See  Page  42. 


We  recommend  that  the  Crime  Victims  Fund  be  formally 
evaluated  to  determine  if  the  funding  is  proper. 

Agency  Reply:   Concur.   See  Page  42, 


We  recommend  that  consideration  be  given  to  adopting 
legislation  that  would  standardize  the  definition  of 
the  employer-employee  relationship  within  the  Divisions 
of  the  Department  of  Labor  and  Industry.   There  are 
other  State  agencies  that  might  also  consider  adopting 
this  standardized  definition. 

Agency  Reply:   Concur.   See  Page  42. 


We  recommend  that  the  Division  cease  using  the  $5,000 
maximum  deposit  and  require  initial  deposits  be 
determined  using  the  percentage  method. 

Agency  Reply:   Concur.   See  Page  42. 


We  recommend  that  the  Division  audit  out-of-state  firms 
operating  in  Montana  with  State  workers'  compensation 
insurance  coverage  on  a  regular  basis. 

Agency  Reply:   Concur.   See  Page  42. 


IV 


SUMMARY  OF  RECOMMENDATIONS  -  CONTINUED 


6.   We  recommend  that  the  Division  continue  seeking 

solutions  to  the  problems  associated  with  lump  sum 
settlements.   Interaction  with  national  organi- 
zations studying  these  matters  will  be  essential. 

Agency  Reply:   Concur.   See  Page  42. 


7.   We  recommend  that  the  Division  accrue  grant  revenue 
in  accordance  with  generally  accepted  accounting 
principles  and  State  accounting  policy. 


Agency  Reply:   Concur.   See  Page  42. 


8.   We  recommend  that  the  Division  record  advance 
grant  revenue  collections  in  accordance  with 
generally  accepted  accounting  principles  and 
State  accounting  policy. 

Agency  Reply:   Concur.   See  Page  43. 


We  recommend  that  the  Division: 

1.  Place  all  Division  owned  fixed  assets  on  the 
inventory  records; 

2.  Record  newly  purchased  asset  tag  numbers  on 
either  the  purchase  order  or  invoice;  and 

3.  Consider  utilizing  the  Department  of  Admin- 
istration's Property  Accountability  Manage- 
ment System  (PAMS)  to  account  and  control 
Division  owned  fixed  assets. 

Agency  Reply;   Concur.   See  Page  43. 


10.   We  recommend  that  the  Division: 

1.  Deface  invoices  in  some  manner  when  they  are 
paid;  and 

2.  Properly  charge  all  contracted  services  in  the 
Statewide  Budgeting  and  Accounting  System. 

Agency  Reply:   Concur.   See  Page  43. 
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SUMMARY  OF  RECOMMENDATIONS  -  CONTINUED 


Page 


11.   We  recommend  that  the  Division  implement 
proper  review  procedures  of  financial 
statements  to  eliminate  misstatements. 

Agency  Reply;   Concur.   See  Page  43. 


12.   We  recommend  that  a  universal  identifying 

number  be  assigned  for  each  Montana  employer. 
The  Federal  identification  number  would  be  the 
most  logical  if  there  are  no  Federal  statutes 
barring  its  use.   Such  an  identification  number 
would  make  it  easier  for  State  agencies  to  cross- 
check in  determining  that  employers  are  properly 
registered.  10 


Agency  Reply:   Concur.   See  Page  43, 


13.   We  recommend  that  the  Division  consider 

investing  in  a  building  within  the  State  Comp- 
ensation Insurance  Fund  sufficient  to  house  all 
Helena  Division  employees.   The  State  Board  of 
Investments  should  be  contacted  when  such  a 
proposal  is  completed.  10 


Agency  Reply:   Concur.   See  Page  43. 


VI 


COMMENTS 

GENERAL 

The  Division  of  Workers'  Compensation  was  created  as  part  of  the  Department 
of  Labor  and  Industry  under  the  Executive  Reorganization  Act  of  1971  by  executive 
order  of  the  Governor  on  December  13,  1971.   The  Division  was  allocated  to  the 
Department  of  Labor  and  Industry  for  administrative  purposes  only.   An  agency 
allocated  to  a  department  for  administrative  purposes  only,  exercises  its  quasi- 
judicial,  quasi-legislative,  licensing  and  policy  making  functions  independent 
of  the  department  and  without  approval  or  control  of  the  department.   It  does, 
however,  have  to  submit  its  budgetary  requests  and  reports  required  of  it  by 
law  or  by  the  Governor  through  the  department.   The  primary  function  of  the 
Division  of  Workers'  Compensation  is  to  administer  programs  designed  to  (1)  pro- 
vide medical  services  and  compensate  workers  who  suffer  on-the-job  injuries, 
(2)  provide  safe  working  conditions  for  workers,  and  (3)  provide  rehabilitation 
services  to  permanently  injured  workers. 

The  Workers'  Compensation  Division  administers  the  Workers'  Compensation  Act, 
the  Crime  Victims  Act  and  several  related  statutes.   The  Division's  responsibilities 
include  the  administration  of  the  State  Compensation  Insurance  Fund,  the  monitoring 
of  claims  handled  by  private  insurance  carriers  and  self-insurers,  the  administra- 
tion of  State  uninsured  employers  laws,  the  administration  of  State  industrial 
safety  and  health  laws,  and  the  providing  of  rehabilitation  services  to  disabled 
workers. 

We  thank  the  Administrator  and  his  staff  for  their  cooperation  and  assistance 
during  the  performance  of  our  audit. 

INTERNAL  CONTROL 

As  part  of  our  examination,  we  reviewed  and  tested  the  Division's  system  of 
internal  control  to  establish  a  basis  for  reliance  thereon  in  determining  the 


nature,  timing,  and  extent  of  the  other  auditing  procedures  necessary  for  expressing 
an  opinion  on  the  financial  statements  and  to  assist  in  planning  and  performing 
our  examination  of  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to  provide  reasonable,  but 
not  absolute,  assurance  as  to  the  safeguarding  of  assets  against  loss  from  un- 
authorized use  or  disposition,  and  the  reliability  of  financial  records  for  pre- 
paring financial  statements  and  maintaining  accountability  for  assets.   The 
concept  of  reasonable  assurance  recognizes  that  the  cost  of  a  system  of  internal 
accounting  control  should  not  exceed  the  benefits  derived  and  also  recognizes 
that  the  evaluation  of  these  factors  necessarily  requires  estimates  and  judgments 
by  management . 

Our  study  and  evaluation  of  the  Division's  system  of  internal  accounting 
control  for  the  two  fiscal  years  1978-79  and  1979-80  would  not  necessarily  dis- 
close all  weaknesses  in  the  system  because  it  was  based  upon  selective  tests  of 
accounting  records  and  related  data.   We  found  no  material  internal  control  weak- 
nesses. 

REPORT  CONTENT 

Report  comments  following  relate  to  material  misstatements  in  the  attached 
financial  statements,  potential  management  improvements,  and  the  Division's  non- 
compliance with  applicable  statutes. 

Uninsured  Employers 

Montana  law  requires  employers  to  be  covered  by  workers'  compensation  in- 
surance either  by  a  private  insurance  company  authorized  to  sell  insurance  in 
Montana  (Plan  II),  the  State  Compensation  Insurance  Fund  (Plan  III),  or  in 
certain  instances  through  a  program  of  self-insurance  (Plan  I) .   The  penalty  for 
failure  to  carry  this  insurance  is  ".  .  .either  double  the  premium  the  employer 
would  have  paid  on  the  payroll  of  the  employer's  workers  in  this  State  if  the 
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employer  had  been  enrolled  with  the  State  fund.  Plan  III  or  $200,  whichever  is 
greater.  .  ."   Penalties  collected  are  deposited  in  the  Uninsured  Employer's 
Fund.   The  purpose  of  the  Uninsured  Employer's  Fund  is  to  pay  to  an  injured 
employee  of  an  uninsured  employer  the  same  benefits  the  employee  would  have 
received  if  the  employer  had  been  properly  enrolled  under  Plans  I,  II  or  III. 
The  uninsured  employers  are  also  charged  the  full  amount  of  benefits  paid  on 
behalf  of  the  injured  worker  up  to  a  maximum  of  $30,000.   The  Division  has 
experienced  problems  in  collecting  amounts  due  from  uninsured  employers. 
Penalties  assessed  and  amounts  paid  employees. of  uninsured  employers  are  sought 
for  collection  by  first  the  Division  and  then  the  Department  of  Revenue. 

The  Division  recognizes  that  there  are  undetected  employers  operating  in 
Montana  without  coverage  and  thus  in  violation  of  State  law.   The  prior  audit 
report  of  the  Division  recommended  assessing  Plans  I,  II  and  III  to  cover  the 
costs  of  seeking  out  the  uninsured  employers.   The  Division  does  not  agree  with 
this  since  properly  insured  employers  will  be  paying  for  the  uninsured  employers. 
However,  the  fact  remains  that  there  are  employers  without  required  insurance  and 
in  violation  of  State  law. 

Consideration  should  be  given,  however,  to  the  fact  that  the  revenue  deposited 
to  the  fund  is  uncertain  due  to  poor  collectability.   Therefore,  if  uninsured 
employers  go  undetected,  the  fund  could  possibly  become  insolvent  through  increased 
claims  by  employees  of  uninsured  employers.   Employees  who  are  injured  should  not 
be  denied  benefits  simply  because  their  employers  do  not  have  the  required  insurance 
coverage. 

RECOMMENDATION 

WE  RECOMMEND  THAT  THE  DIVISION  SEEK  ALTERNATIVE  FUNDING 

SOURCES  FOR  THE  UNINSURED  EMPLOYERS  FUND  TO  DEFRAY  THE 

COSTS  OF  (1)  SEEKING  OUT  THE  UNINSURED  EMPLOYERS  AND  (2) 

PAYING  BENEFITS  TO  INJURED  WORKERS  WHOSE  EMPLOYERS  ARE 

UNINSURED. 
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Crime  Victims  Fund 

Pursuant  to  Section  53-9-109,  MCA,  six  percent  (6%)  of  moving  traffic 
violation  fines  or  forfeitures  occurring  in  all  counties  within  Montana  shall  be 
deposited  to  the  Crime  Victims  Fund.   The  revenues  derived  from  the  assessments 
are  used  to  provide  a  method  of  compensating  and  assisting  those  persons  within 
the  State  who  are  innocent  victims  of  criminal  acts  and  who  suffer  bodily  injury 
or  death. 

The  funds  available  to  assist  these  individuals  has  increased  by  an  average 
of  $130,000  per  year.   Our  audit  disclosed  that  the  Division  has  been  actively 
seeking  eligible  crime  victims.   Therefore,  the  reasons  for  the  steady  increase 
in  available  funds  may  be  the  result  of  (1)  the  assessment  of  six  percent  (6%)  is 
excessive  or  (2)  the  benefits  paid  are  unreasonably  low. 

Currently  the  maximum  amount  that  can  be  paid  for  lost  wages  to  crime  victims 
is  $125  per  week.   This  figure  is  considerably  lower  than  the  average  amount 
paid  for  lost  wages  under  the  State  Insurance  Fund.   That  amount  is  approximately 
$220  per  week.   Lost  wage  payments  are  not  a  material  expenditure  from  the 
fund.   Therefore,  even  if  maximum  lost  wage  payments  were  increased,  the  fund 
would  still  increase  significantly  over  a  period  of  time. 

The  laws  governing  the  Crime  Victims  Fund  were  enacted  in  1978,  therefore, 
the  assessment  of  six  percent  (6%)  of  moving  violations  has  not  been  formally 
evaluated  to  determine  if  it  is  reasonable.   We  are  aware  that  the  method  of  funding 
is  currently  being  studied  by  the  Legislative  Fiscal  Analyist. 

RECOMMENDATION 

WE  RECOMMEND  THAT  THE  CRIME  VICTIMS  FUND  BE  FORMALLY 

EVALUATED  TO  DETERMINE  IF  THE  FUNDING  IS  PROPER. 

Independent  Contractors 

Section  39-71-120,  MCA  defines  an  independent  contractor  as,  "one  who 
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renders  service  in  the  course  of  an  occupation  and:   (1)  has  been  and  will  continue 
to  be  free  from  control  or  direction  over  the  performance  of  the  services,  both 
under  his  contract  and  in  fact;  and  (2)  is  engaged  in  an  independently  established 
trade,  occupation,  profession,  or  business."  The  Division  has  experienced 
difficulty  in  determining  if,  in  fact,  an  individual  is  an  independent  contractor 
or  not.   The  Labor  Standards  Division  of  the  Department  of  Labor  and  Industry 
has  adopted  defined  guidelines  that  are  not  the  same  as  those  used  by  the  Division 
of  Workers'  Compensation. 

RECOMMENDATION 

WE  RECOMMEND  THAT  CONSIDERATION  BE  GIVEN  TO  ADOPTING 
LEGISLATION  THAT  WOULD  STANDARDIZE  THE  DEFINITION  OF 
THE  EMPLOYER-EMPLOYEE  RELATIONSHIP  WITHIN  THE  DIVISION 
OF  THE  DEPARTMENT  OF  LABOR  AND  INDUSTRY.   THERE  ARE 
OTHER  STATE  AGENCIES  THAT  MIGHT  ALSO  CONSIDER  ADOPTING 
THIS  STANDARDIZED  DEFINITION. 

Initial  Deposits 

The  Division  rules  require  that  insured  employers  post  an  initial  deposit.   This 
deposit  shall  be  the  greater  of  $25  or  50%  of  the  annual  premium  if  paid  quarterly, 
75%  if  paid  semi-annually,  or  100%  if  paid  annually.   The  Division,  at  the  recom- 
mendation of  the  prior  audit  report,  has  adopted  a  $5,000  maximum  deposit. 

Our  audit  disclosed  that  the  maximum  of  $5,000  is  no  longer  a  reasonable 
deposit.   The  reason  for  the  deposit  is  because  the  Division  collects  its  premiums 
in  arrears.   That  is,  the  Division  grants  insurance  coverage  prior  to  receiving 
premium  payments.   We  noted  that  several  companies  covered  under  Workers'  Compen- 
sation insurance  pay  premiums  far  in  excess  of  the  $5,000  maximum.   If  these 
companies  were  to  default  on  their  insurance  premiums,  the  Division  could  stand 
to  lose  a  considerable  amount  of  revenue. 
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RECOMMENDATION 

WE  RECOMMEND  THAT  THE  DIVISION  CEASE  USING  THE  $5,000 
MAXIMUM  AND  REQUIRE  INITIAL  DEPOSITS  ACCORDING  TO  THE 
PERCENTAGE  METHOD. 

Out-of-state  Audits 

We  noted  in  our  examination  of  the  Division's  audit  function  that,  with 
very  few  exceptions,  audits  are  not  performed  on  out-of-state  businesses  operating 
in  Montana  and  covered  by  State  workers'  compensation  insurance.   The  gross  annual 
payroll  of  a  majority  of  these  out-of-state  firms  is  very  high.   Audits  of  these 
firms  may  produce  material  adjustments  adding  to  fund  revenue. 

RECOMMENDATION 

WE  RECOMMEND  THAT  THE  DIVISION  AUDIT  OUT-OF-STATE  FIRMS 
OPERATING  IN  MONTANA  WITH  STATE  WORKERS'  COMPENSATION 
INSURANCE  COVERAGE  ON  A  REGULAR  BASIS. 

Permanent  Partial  Disability  Problems 

In  the  prior  audit  report,  it  was  recommended  that  the  Division  seek  legis- 
lation which  would  provide  a  schedule  for  lump  sum  settlements  based  on  the  degree 
of  permanent  disability.   This  problem  has  not  only  been  addressed  in  Montana,  but 
on  the  national  level  with  little  success. 

Permanent  partial  disability  is  defined  as  "a  condition  resulting  from 

injury that  results  in  the  actual  loss  of  earnings  or  earning  capability 

less  than  total,  that  exists  after  the  injured  workman  is  as  far  restored  as 
the  permanent  character  of  the  injuries  will  permit."  The  law  provides  that 
whenever  the  claimant  makes  a  written  request  to  convert  bi-weekly  payments  into 
a  lump  sum  and  can  show  a  need  for  this  lump  sum,  the  Division  can  authorize  this 
payment  (subject  to  approval  of  the  Workers'  Compensation  Judge  when  compromise 
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settlements  are  involved).   The  degree  of  disability  is  subject  to  dispute  and 
has  a  direct  bearing  on  any  lump  sum  settlement. 

The  problem  is  that  the  Division  has  no  statutory  basis  to  refer  to  in  making 
judgments  concerning  the  dollar  amount  of  lump  sum  settlements.   Because  of  this, 
claimants  often  hire  attorneys  in  adjudicating  settlements. 

The  Division  recognizes  the  problems  associated  with  lump  sum  settlements, 
however,  the  solutions  are  not  easily  available. 

RECOMMENDATION 

WE  RECOMMEND  THAT  THE  DIVISION  CONTINUE  SEEKING  SOLUTIONS 
TO  THE  PROBLEMS  ASSOCIATED  WITH  LUMP  SUM  SETTLEMENTS. 
INTERACTION  WITH  NATIONAL  ORGANIZATIONS  STUDYING  THESE 
MATTERS  WILL  BE  ESSENTIAL. 

Grant  Revenue  Accrual 

At  fiscal  year  end  1978-79,  the  Division  did  not  accrue  as  an  account  receivable 
and  record  revenue  in  the  Earmarked  Revenue  Fund  an  amount  of  $3,939.   The 
$3,939  represents  amounts  spent  prior  to  June  30,  1979  for  on-site  inspections 
under  a  grant  from  the  Occupational  Safety  and  Health  Administration  (OSHA)  which 
were  not  reimbursed  prior  to  June  30,  1979.   Generally  accepted  accounting  principles 
and  management  memo  2-79-3A  require  that  grant  revenue  spent  but  not  actually 
received  be  accrued. 

RECOMMENDATION 

WE  RECOMMEND  THAT  THE  DIVISION  ACCRUE  GRANT  REVENUE  IN 
ACCORDANCE  WITH  GENERALLY  ACCEPTED  ACCOUNTING  PRINCIPLES 
AND  STATE  ACCOUNTING  POLICY. 

Advance  Collections  of  Grant  Revenue 

At  both  fiscal  year-end  1978-79  and  1979-80,  the  Division  had  collected 


$8,536  and  $6,802  within  the  Federal  and  Private  Revenue  Fund  and  had  made 
no  expenditures.   These  amounts  were  not  recorded  as  deferred  revenue  and  deducted 
from  revenue  in  the  State's  accounting  system  as  required  by  generally  accepted 
accounting  principles  and  management  memos  2-79-3A  and  2-80-1.   The  $8,536  and 
$6,802  were  spent  in  the  next  succeeding  fiscal  years. 

This  failure  to  record  deferred  revenue  materially  understated  total  liabilities 
in  the  Federal  and  Private  Revenue  Fund  at  June  30,  1979  and  1980.   Also  total 
revenue  in  the  Federal  and  Private  Revenue  Fund  was  materially  overstated  for  the 
fiscal  year  end  June  30,  1979. 

RECOMMENDATION 

WE  RECOMMEND  THAT  THE  DIVISION  RECORD  ADVANCE  GRANT 

REVENUE  COLLECTIONS  IN  ACCORDANCE  WITH  GENERALLY 

ACCEPTED  ACCOUNTING  PRINCIPLES  AND  STATE  ACCOUNTING 

POLICY. 

Property  and  Equipment 

Our  audit  of  the  Division's  property  and  equipment  records  revealed  the 
following: 

1.  Division  automobiles  are  not  included  in  the  records; 

2.  It  is  difficult  to  trace  new  purchases  from  either  the  invoice  or 
purchase  order  to  the  inventory  records  to  insure  that  newly  purchased 
equipment  is  placed  in  inventory;  and 

3.  No  general  ledger  control  exists  over  the  Division's  assets. 

RECOMMENDATIONS 

WE  RECOMMEND  THAT  THE  DIVISION: 

1.    PLACE  ALL  DIVISION  OWNED  FIXED  ASSETS  ON  THE  INVENTORY 
RECORDS ; 
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2.  RECORD  NEWLY  PURCHASED  ASSET  TAG  NUMBERS  ON  EITHER  THE 
PURCHASE  ORDER  OR  INVOICE;  AND 

3.  CONSIDER  UTILIZING  THE  DEPARTMENT  OF  ADMINISTRATION'S 
PROPERTY  ACCOUNTABILITY  MANAGEMENT  SYSTEM  (PAMS)  TO 
ACCOUNT  AND  CONTROL  DIVISION  OWNED  FIXED  ASSETS. 

Expenditures 

We  noted  from  our  audit  of  expenditures  and  existing  internal  controls  over 
expenditures  that  (1)  invoices  are  not  defaced  in  some  manner  when  paid  and  (2) 
the  Division  misclassifed  certain  contracted  services  as  per  diem  and  mileage. 
Although  no  duplicate  payments  were  discovered,  defacing  invoices  when  they  are 
paid  reduces  the  chance  of  this  ever  happening.   The  misclassif ication  of  contracted 
services  was  immaterial,  however,  all  such  services  should  be  charged  properly 
to  contracted  services. 

RECOMMENDATIONS 

WE  RECOMMEND  THAT  THE  DIVISION: 

1.  DEFACE  INVOICES  IN  SOME  MANNER  WHEN  THEY  ARE 
PAID;  AND 

2.  PROPERLY  CHARGE  ALL  CONTRACTED  SERVICES  IN  THE 
STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM. 

Accounts  Receivable  -  Unbilled  Premiums 

The  Division  overstated  accounts  receivable  -  unbilled  premiums  at  June  30, 
1979  by  $33,164  due  to  errors  in  tabulation.   The  errors  did  not  create  materially 
misstated  financial  statements. 

RECOMMENDATION 

WE  RECOMMEND  THAT  THE  DIVISION  IMPLEMENT  PROPER 
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REVIEW  PROCEDURES  OF  FINANCIAL  STATEMENTS  TO 
ELIMINATE  MISSTATEMENTS . 

Universal  Identifier 

Presently,  a  Montana  employer  has  separate  ID  numbers  for  the: 
Internal  Revenue  Service, 
Department  of  Revenue, 
Workers'  Compensation  Division,  and 
Employment  Security  Division. 
There  is  no  easy  way  to  cross-check  to  see  if  an  employer  is  properly 
registered  with  each  agency. 

RECOMMENDATION 

WE  RECOMMEND  THAT  A  UNIVERSAL  IDENTIFYING  NUMBER  BE 
ASSIGNED  FOR  EACH  MONTANA  EMPLOYER.   THE  FEDERAL 
IDENTIFICATION  NUMBER  WOULD  BE  THE  MOST  LOGICAL  IF 
THERE  ARE  NO  FEDERAL  STATUTES  BARRING  ITS  USE.   SUCH 
AN  IDENTIFICATION  NUMBER  WOULD  MAKE  IT  EASIER  FOR  STATE 
AGENCIES  TO  CROSS-CHECK  IN  DETERMINING  THAT  EMPLOYERS 
ARE  PROPERLY  REGISTERED. 

Physical  Plant 

The  Helena  staff  of  the  Division  is  located  in  three  separate  locations. 
All  of  these  offices  are  leased  and  the  physical  separation  is  inefficient.   The 
State  Compensation  Insurance  Fund  may  be  in  a  suitable  position  to  finance  a 
building  sufficient  to  occupy  all  Helena  Division  employees. 

RECOMMENDATION 

WE  RECOMMEND  THAT  THE  DIVISION  CONSIDER  INVESTING  IN  A 
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BUILDING  WITHIN  THE  STATE  COMPENSATION  INSURANCE  FUND 
SUFFICIENT  TO  HOUSE  ALL  HELENA  DIVISION  EMPLOYEES.   THE 
STATE  BOARD  OF  INVESTMENTS  SHOULD  BE  CONTACTED  WHEN  SUCH 
A  PROPOSAL  IS  COMPLETED, 

Volunteer  Fireman's  Fund 

As  part  of  the  scope  of  our  examination,  we  examined  the  operations  of  the 
Volunteer  Fireman's  Fund.   Pursuant  to  MCA,  Section  19-12-201(1),  the  Division 
of  Workers'  Compensation  administers  the  fund  except  as  provided  in  Section 
19-12-201(2)  MCA  Section  19-12-201(2).   This  section  provides  that  the  Public 
Employees'  Retirement  Board,  the  governing  authority  of  the  Public  Employers 
Retirement  Division  (PERD) ,  shall  administer  the  volunteer  fireman's  pension 
plan. 

At  present,  the  Division  of  Workers'  Compensation  handles  all  fund  activity 
except  the  payment  of  pension  benefits.   Pension  benefits  comprise  the  majority  of 
total  fund  expenditures.   These  procedures  are  in  compliance  with  existing  statutes. 
Since  PERD's  main  responsibilities  relate  to  retirement  benefits  and  the  Division  of 
Workers'  Compensation's  main  responsibilities  relate  to  disability  benefits,  it 
appears  that  activities  related  to  this  Fund  are  being  properly  handled.   We 
are  not  recommending  that  any  changes  related  to  the  operations  of  this  Fund  be 
made  at  this  time. 
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PRIOR  REPORT  RECOMMENDATIONS 

Listed  below  are  the  recommendations  in  the  Division's  prior  audit  report 
and  the  Division's  implementation  or  non-implementation. 


Be  more  agressive  in  seeking  out 
uninsured  employers. 

Improve  communications  with  injured 
workers. 

Seek  legislation  to  eliminate  incon- 
sistencies and  inequities  in  the  laws 
regarding  termination  of  compensation 
benefits. 


Partially       Not 
Implemented   Implemented   Implemented 


X 


9. 


10. 


11, 


12. 


Use  a  consistent  method  to  calculate 
weekly  benefits. 

Rate  calculations  should  be  reviewed  by 
a  second  party.   (The  Division  did  not 
concur  with  this  recommendation.) 

Seek  legislation  for  a  more  realistic 
deadline  for  preparation  of  annual 
reports. 

Review  and  revise  amounts  of  initial 
deposits  required  of  employers. 

All  State  agencies  should  use  a 
universal  identifying  number  for 
Montana  employers. 

Capital  equipment  records  should  be 
updated,  revised  and  inventoried 
regularly. 

Separate  responsibilities  related 
to  revolving  cash  fund. 

Turn  uncollectible  premiums  over  to 
the  Department  of  Revenue  on  a  more 
timely  basis. 

Physically  locate  all  bureaus  of  the 
Division  in  one  building. 


This  recommendation  was  not  directed 
to  any  agency  in  particular. 


X 
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Partially       Not 
Implemented   Implemented   Implemented 


13.  Consider  fresh  start  legislation  for 
compensation  laws.   (Consideration 
has  been  given  to  this  recommendation, 
however,  to  date,  nothing  has  been  im- 
plemented.) 

14.  Seek  legislation  to  more  clearly 
define  permanent  partial  disability 
settlements. 


Of  the  recommendations  not  implemented,  we  have  discussed  those  which  still 
apply  to  the  Division  in  this  report. 
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AUDITOR'S  OPINION 


AND 


FINANCIAL  STATEMENTS 


NEWLAND.  HORN.  CRIPPEN  &  PECK.  P.C. 

CERTIFIED    PUBLIC    ACCOUNTANTS 
S3   WEST    BROADWAY 

BUTTE,  MONTANA     59701 

WILLIAM    B     HORN  R  O  N  A  LD  W  .    H  A  N  N  I 

ROBERT    L.   CRIPPEN  JOHN    F.   BURNS 

DENNIS  W.  PECK 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


We  have  examined  the  financial  statements  of  the  various  funds  of  the 
Division  of  Workers'  Compensation  including  the  State  Compensation  Insurance 
Fund  for  the  two  years  ended  June  30,  1980  as  listed  in  the  accompanying  table 
of  contents.   Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and  accordingly  included  such  tests  of  the  accounting  records 
and  such  other  auditing  procedures  as  we  considered  necessary  in  the  circum- 
stances.  We  did  not  examine  the  financial  statements  of  the  Board  of  Invest- 
ments which  manages  investments  for  the  Division  of  Workers'  Compensation  with 
a  carrying  value  of  $4,276,576  and  $5,144,296  at  June  30,  1979  and  1980, 
respectively  and  for  the  State  Compensation  Insurance  Fund  with  a  carrying  value 
of  $58,871,435  and  $61,189,103  at  June  30,  1979  and  1980,  respectively.   These 
statements  were  examined  by  other  auditors  whose  report  thereon  has  been  furnished 
to  us,  and  our  opinion  expressed  herein,  insofar  as  it  relates  to  the  amounts  of 
investments  and  investment  income,  is  based  solely  upon  the  report  of  the  other 
auditors. 

The  Division  of  Workers'  Compensation  has  not  maintained  a  record  of  its 
general  fixed  assets,  and  accordingly  a  statement  of  general  fixed  assets, 
required  by  generally  accepted  accounting  principles,  is  not  included  in  the 
accompanying  financial  statements. 

Total  liabilities  at  June  30,  1980  are  understated  by  $6,802.00  and  fund 
balance  is  overstated  by  the  same  amount  as  a  result  of  the  failure  to  record 
deferred  revenue  in  the  Federal  and  Private  Revenue  Fund.   Also,  in  the  Federal 
and  Private  Revenue  Fund  at  June  30,  1979,  fund  balance  is  overstated  by  $8,536.00 
and  for  fiscal  year  ended  June  30,  1979,  total  revenue  is  overstated  by  the  same 
amount.   The  recording  of  deferred  revenue  for  federal  grant  monies  received  but 
not  actually  spent  is  required  by  generally  accepted  accounting  principles  and 
State  accounting  policy.   This  matter  is  discussed  further  on  page  seven  (7)  of 
the  accompanying  report. 

Because  of  the  material  effect  of  the  matters  discussed  in  paragraph  3  above, 
which  are  a  variance  with  generally  accepted  accounting  principles,  in  our  opinion, 
the  financial  statements  listed  below  do  not  present  fairly  the  financial  position 
of  the  Division  of  Workers'  Compensation  as  of  June  30,  1979  and  1980  or  the  results 
of  its  operations,  or  changes  in  its  fund  balances  for  the  year  then  ended,  in 
conformity  with  generally  accepted  accounting  principles. 
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The  Legislative  Audit  Committee 

of  the  Montana  State  Legislature: 
Page  2 


Statements 


Balance  Sheet  -  June  30,  1980 


Funds  not  Fairly  Presented 

Federal  and  Private  Revenue 
Fund 


Statement  of  Revenue,  Expenditures  and 
Changes  in  Fund  Balances,  Fiscal  Year 
Ended  June  30,  1979  and  1980 


Federal  and  Private  Revenue 
Fund 


In  our  opinion,  the  financial  statements  listed  below  present  fairly  the 
financial  position  of  the  Division  of  Workers'  Compensation  at  June  30,  1979  and 
1980  and  the  results  of  its  operations  and  changes  in  its  fund  balances  for  the 
fiscal  years  then  ended  in  conformity  with  generally  accepted  accounting  princi- 
ples which  have  been  applied  on  a  basis  consistent  with  that  of  the  preceding 
year. 


Statements 


Balance  Sheet  -  June  30,  1980 


Funds  Fairly  Presented 

General  Fund 
Earmarked  Revenue  Fund 
Federal  and  Private  Grant 

Clearance  Fund 
Agency  Fund 
State  Compensation  Insurance 

Fund 


Statement  of  Revenues,  Expenditures  and 
Changes  in  Fund  Balances,  Fiscal  Years 
Ended  June  30,  1979  and  1980 


Statement  of  Changes  in  Assets  and  Liabilities, 
Fiscal  Year  Ended  June  30,  1979  and  1980 


General  Fund 
Earmarked  Revenue  Fund 
Federal  and  Private  Grant 

Clearance  Fund 
Agency  Fund 

Fiduciary  Fund 

Plan  II  Insurance  Bonds 


Statement  of  Operations  and  Changes  in  Fund 
Balance,  Fiscal  Years  Ended  June  30,  1979 
and  1980 


State  Compensation  Insurance 
Fund 


The  accompanying  Schedules  of  Expenditures  by  Object,  and  the  columns  on  the 
accompanying  Statements  of  Revenues,  Expenditures  and  Changes  in  Fund  Balances  cap- 
tioned "Totals,  Memorandum  Only"  are  not  necessary  for  a  fair  presentation  of  the 
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The  Legislative  Audit  Committee 

of  the  Montana  State  Legislature: 
Page  3 

financial  statements  but  are  presented  as  additional  analytical  data.   This  in- 
formation has  been  subjected  to  the  tests  and  other  auditing  procedures  applied 
in  the  examination  of  the  accompanying  financial  statements  and,  in  our  opinion, 
is  fairly  stated  in  all  material  respects  in  relation  to  the  financial  statements 
taken  as  a  whole. 


Respectfully  submitted. 


NEWLAND,  HORN,  CRIPPEN  &  PECK,  P.C. 
Certified  Public  Accountants 


October  9,  1980 
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EXHIBIT  4 


DIVISION  OF  WORKERS'  COMPENSATION 


STATEMENT  OF  CHANGES  IN  ASSETS  AND  LIABILITIES 

FIDUCIARY  FUND  -  AGENCY  FUND 

PLAN  II  INSURANCE  BONDS 


Fiscal  Year  Ended  June  30.  1979 


ASSETS 


Cash  in  treasury 


June  30,  1978 

Beginning 

Balance 

$8,442,000 


Additions   Deductions 


$255,000 


$90,000 


June  30,  1979 
Ending 
Balance 

$8,607,000 


LIABILITIES 

Accountability  for  property  held 
in  trust 


8,442,000 


255,000 


90,000 


8,607,000 


Net  assets 


$  -0- 


$  -0- 


$  -0- 


$   -0- 


See  Accompanying  Notes  to  Financial  Statements 
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EXHIBIT  5 


DIVISION  OF  WORKERS'  COMPENSATION 


STATEMENT  OF  CHANGES  IN  ASSETS  AND  LIABILITIES 

FIDUCIARY  FUND  -  AGENCY  FUND 

PLAN  II  INSURANCE  BONDS 


Fiscal  Year  Ended  June  30,  1980 


ASSETS 


Cash  in  treasury 


June  30,  1979 

Beginning 

Balance 

$8,607,000 


Additions   Deductions 


$848,000    $85,000 


June  30,  1980 
Ending 
Balance 

$9,370,000 


LIABILITIES 


Accountability  for  property  held 

in  trust  8.607,000 


848,000     85,000 


9.370,000 


Net  assets 


$  -0- 


$  -0- 


$  -0- 


$  -0- 


See  Accompanying  Notes  to  Financial  Statements 
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DIVISION  OF  WORKERS'  COMPENSATION 

NOTES  TO  THE  FINANCIAL  STATEMENTS 
Two  Fiscal  Years  Ended  June  30,  1980 

1 .    Summary  of  Significant  Accounting  Policies 

The  Division's  financial  statements  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS) . 

Basis  of  Accounting 

The  State  of  Montana  utilizes  the  modified  accrual  basis  of  accounting. 
Under  the  modified  accrual  basis  of  accounting,  revenues  are  recorded  when 
received  in  cash  unless  susceptible  to  accrual,  and  expenditures  are  recorded 
when  a  valid  obligation  is  incurred. 

Revenues  are  susceptible  to  accrual  if  they  are  measurable  and  avail- 
able to  finance  expenditures  of  the  fiscal  period  or  are  not  received  at  the 
normal  time  of  receipt. 

With  the  following  clarifications,  a  valid  obligation  exists  when  the 

associated  liability  is  incurred. 

The  liability  amount  associated  with  unused  accumulated 
vacation  and  sick  leave  at  June  30,  1980,  is  maintained  on  an 
hourly  basis  rather  than  by  dollar  amount.   The  monetary  lia- 
bility is  not  calculated  until  an  employee  terminates.   Upon 
termination,  qualifying  employees  are  paid  at  their  current 
pay  rate  for  100  percent  (100%)  of  accumulated  vacation  and 
25  percent  (25%)  of  unused  sick  leave. 

The  anticipated  cost  of  equipment  is  expensed  in  the 
fiscal  year  in  which  budgeted. 

Goods  ordered,  but  not  received  as  of  the  fiscal  year- 
end,  may  be  accrued  if  the  purchase  order  was  issued  in  the 
fiscal  year  in  which  the  anticipated  expenditures  is  to  be 
accrued. 

Fund  Types 

The  State  of  Montana  accounts  are  organized  by  a  fund  structure  as  out- 
lined in  Section  17-2-102,  MCA.   For  financial  presentation,  these  funds 
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have  been  reclassified  according  to  the  National  Council  on  Governmental 
Accounting  (NCGA) ,  Governmental  Accounting  and  Financial  Reporting  Principles. 

Governmental  Funds 

The  General  Fund  -  to  account  for  all  monies,  except  those  monies  re- 
quired to  be  accounted  for  in  another  fund.  General  Fund  monies  deposited 
in  the  State  treasury  are  available  to  defray  the  costs  of  State  government. 

Special  Revenue  Funds  -  to  account  for  the  proceeds  of  specific  revenue 
sources  that  are  legally  restricted  to  expenditures  for  specified  purposes. 
Special  revenue  funds  include  the  earmarked  revenue  fund  and  the  Federal 
and  Private  Revenue  Fund. 

Federal  and  Private  Grant  Clearance  Fund  -  This  account  of  the  Montana 
fund  structure  is  included  as  a  governmental  fund  because  uncleared  collec- 
tions representing  revenue  distributions  to  another  governmental  fund  were 
recorded  in  this  fund. 

Fiduciary  Funds 

Trust  and  Agency  Funds  -  to  account  for  assets  held  by  a  governmental 
unit  in  a  trustee  capacity  or  as  an  agent  for  individuals,  private  organi- 
zations, or  other  governmental  units.   The  Division's  agency  fund  is 
classified  as  a  trust  and  agency/ fiduciary  fund. 

Inventories 


There  is  no  recorded  asset  for  supplies  inventory.   Supplies  are  ex- 
pensed at  the  time  of  purchase. 

General  Fixed  Assets 

The  financial  statements  do  not  reflect  the  cost  of  general  fixed 
assets.   General  fixed  assets  are  recorded  as  expenditures  in  the  various 
funds.   Depreciation  is  not  provided  on  general  fixed  assets. 
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2.  RETIREMENT  PLAN 

Employees  are  covered  by  the  Public  Employees'  Retirement  System,  a 
contributory  plan  under  which  the  State  contributes  6.2  percent  of  an 
employee's  gross  wages  and  the  employee  contributes  6  percent  of  his  gross 
wages  to  the  plan.   The  Division  incurred  pension  costs  of  $111,811  during 
fiscal  year  1978-79  and  $123,068  during  fiscal  year  1979-80. 

The  State's  policy  is  to  fund  accrued  pension  costs.   At  June  30,  1978, 
the  Public  Employees'  Retirement  System  was  actuarially  sound. 

3.  INVESTMENTS 

The  Division's  investments  are  made  by  the  State  Board  of  Investments 
and  are  controlled  according  to  statutes  applicable  to  the  board. 

4.  INTER-ENTITY  LOANS 

Loans  between  governmental  units  are  recorded  as  inter-entity  loans 
receivable  by  the  loaning  entity  and  as  inter-entity  loans  payable  by  the 
receiving  entity.   At  June  30,  1980,  the  Federal  and  Private  Revenue  Fund 
had  inter-entity  loans  payable  to  the  Earmarked  Revenue  Fund  of  $4,000.00. 

5.  GENERAL  FUND  BALANCE 

The  State's  General  Fund  beginning  and  ending  fund  balance  on  a  non- 
consolidated  basis  is  zero  since  any  balance  in  the  fund  is  owed  to  the 
consolidated  entity  at  fiscal  year-end. 

6.  CASH  RESTATEMENT 

To  reflect  the  actual  June  30  cash  balance  for  financial  statement 
purposes,  the  Department  of  Administration  restated  (increased)  Cash  in 
Treasury  and  Accrued  Expenditure  balances  to  reflect  cash  paid  during  the 
1979-80  fiscal  year-end  adjustment  period.   The  same  procedure  was  used 

-27- 


during   fiscal  year   1978-79. 

7.  LEASES 

The  Division  made  payments  of  approximately  $118,814  and  $135,441  for 
leased  facilities  in  fiscal  year  1978-79  and  1979-80,  respectively.   Lease 
rentals  are  recorded  as  expenditures  over  the  lease  term  as  they  become 
payable.   Commitments  under  lease  agreements,  classified  as  operating  losses, 
provide  for  the  following  minimum  lease  payments: 

1981  $124,013 

1982  144,075 

1983  51,425 

1984  51,425 

8.  SBAS  CODING  ERROR 

Due  to  a  SBAS  coding  error  accounts  payable  and  inter-entity  loans 
payable  in  the  Federal  and  Private  Revenue  Fund  have  offsetting  balances 
of  $4,000.00.   This  error  does  not  affect  our  opinion  on  the  accompanying 
financial  statements. 

9.  UNCLEARED  COLLECTIONS 

The  Division  records  certain  collections  for  the  Federal  and  Private 
Grant  Clearance  Fund  as  "uncleared  collections."  Uncleared  collections 
represent  collections  in  which  the  revenue  distribution  is  not  known  at 
the  time  of  receipt. 

On  June  30,  1980,  uncleared  collections  totalled  $7.00  as  reported  on 
the  balance  sheet.   These  uncleared  collections  were  distributed  to  the 
applicable  revenue  classifications  and  funds  subsequent  to  June  30,  1980. 
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DIVISION  OF  WORKERS'  COMPENSATION 
STATE  COMPENSATION  INSURANCE  FUND 


BALANCE  SHEET 


June  30,  1980 
ASSETS 


EXHIBIT  6 


Cash  in  treasury 
Premium  due  and  billed 
Unbilled  premium  receivable 
Deferred  costs  on  bond  exchanges 
Property  held  in  trust 

Investments: 

Mortgages  -  at  par  (market  $346,969) 
Federal  securities  -  at  cost 

(market  $4,477,310) 
Corporate  bonds  -  at  cost  (market 

$45,456,053) 
Commercial  paper  -  at  cost  (market 

$500,000) 

Gross  investments 

Plus  unamortized  premiums 
Plus  interest  purchased 

Less  unaccumulated  bond  discounts 

Net  investments 

Total  Assets 


$   346,969 

5,381,000 

54,961,134 


500,000 


43,888 
15,635 


$61,189,103 

59,523 

(   1,273,798) 


426,727 

35,318 

6,556,754 

828,308 
1,876,673 


59,974,828 
$69,698,608 


LIABILITIES.  RESERVES  AND  FUND  BALANCE 


Liabilities: 

Dividends  payable  prior  year 

Dividends  payable  current  year 

Advance  deposits 

Advance  premium  collections 

Deferred  revenue  on  bond  exchanges 

Accountability  for  stale  dated  warrants 

Claim  reserves: 

Compensation  benefits 
Medical  benefits 
Medical  only  benefits 

Fund  balance: 
Restricted: 

Provision  for  claim  fluctuation 

Provision  for  medical  &  hospital  cost  fluctuation 


112,517 

3,857,527 

5,385,657 

3,084,363 

44,641 

8,503 


38,912,346 

7,767,568 

937,000 


2,492,489 
600,000 


12,493,208 


47,616,914 


See  Accompanying  Notes  to  Financial  Statements 
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EXHIBIT  6 


DIVISION  OF  WORKERS'  COMPENSATION 
STATE  COMPENSATION  INSURANCE  FUND 


BALANCE  SHEET 


June  30,  1980 


LIABILITIES,  RESERVES  AND  FUND  BALANCE  -  CONTINUED 


Fund  Balance  -  Continued: 
Restricted: 

Provision  for  rate  stabilization 

Provision  for  catastrophes 

Provision  for  changes  in  security  valuation 

Unrestricted: 

Unallocated  premium  due  to  change  in 
accounting  methods 


$  797,831 
2,800,000 
2,145,418 


752,748 


$  9,588,486 


Total  liabilities,  reserves  and  fund  balance 


$69,698,608 


See  Accompanying  Notes  to  Financial  Statements 
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DIVISION  OF  WORKERS'  COMPENSATION 
STATE  COMPENSATION  INSURANCE  FUND 

STATEMENT  OF  OPERATIONS  AND  CHANGES  IN  FUND  BALANCE 
For  the  Fiscal  Year  Ended  June  30,  1979 


Income : 


EXHIBIT  7 


Net  premium  collected 

Current  year  unbilled  premium 

Less  prior  year  unbilled  premium  received 

in  current  year 
Total  earned  premium 
Interest  earnings  on  investments 
Other  income 

Total  current  year's  income 


$6,107,325 
(  6,022,284) 


$22,724,305 


85,041 

22,809,346 

4,714,651 

118,628 

27,642,625 


Expenses : 

Claim  payments: 

Compensation  benefits 
Medical  benefits 

Total  claim  payments 

Other  expenses: 

Administrative  assessment 

Bad  debts 

Rehabilitation  assessment 

Total  other  expenses 

Total  payments  and  expenses 

Excess  of  current  year's  income  over 
payments  and  expenses 

Other  Financing  Sources  (Uses) : 
Prior  year  adjustments 
Increase  in  claim  reserves 
Dividends  available  for  payment  in  fiscal 
year  1980  from: 

Adjustment  to  prior  year  dividend  payable 

Results  of  operations 

Provisions  for  changes  in  security 

valuation 
Provisions  for  permanent  total  lifetime 

benefits 
Unallocated  premiums  due  to  change  in 
accounting  methods 


12,073,818 
4,792,134 


2,398,018 

156,705 

90,624 


(         20) 
6,119,201 

62,649 

100,000 

400,000 


16,865,952 


2,645,347 
19,511,299 

8,131,326 


34,403 
(   2,046,548) 


(   6,681,830) 


See  Accompanying  Notes  to  Financial  Statements 
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EXHIBIT  7 


DIVISION  OF  WORKERS'  COMPENSATION 
STATE  COMPENSATION  INSURANCE  FUND 

STATEMENT  OF  OPERATIONS  AND  CHANGES  IN  FUND  BALANCE  -  CONTINUED 
For  the  Fiscal  Year  Ended  June  30,  1979 


Other  Financing  Sources  (Uses)  -  Continued: 

Excess  of  current  year's  income  over  payments 
and  other  financing  sources  (uses)  ($   562,649) 

Fund  balance  -  July  1,  1978  11,689,587 

Fund  balance  -  June  30,  1979  $11,126,938 


See  Accompanying  Notes  to  Financial  Statements 
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DIVISION  OF  WORKERS'  COMPENSATION 
STATE  COMPENSATION  INSURANCE  FUND 


STATEMENT  OF  OPERATIONS  AND  CHANGES  IN  FUND  BALANCE 
For  the  Fiscal  Year  Ended  June  30,  1980 


Income: 


EXHIBIT  8 


Net  premium  collected 

Current  year  unbilled  premium 

Less  prior  year  unbilled  premium  received 

in  current  year 
Total  earned  premium 
Interest  earnings  on  investments 
Other  income 

Total  current  year's  income 


$  6,556,754 
(   6,107.325) 


$26,453,202 


449,429 

26,902,631 

4,966,315 

141,734 

32.010,680 


Expenses : 

Claim  payments: 

Compensation  benefits 
Medical  benefits 

Total  claim  payments 

Other  expenses: 

Administrative  assessment 

Bad  debts 

Rehabilitation  assessment 

Total  other  expenses 

Total  payments  and  expenses 

Excess  of  current  year's  income  over  payments 
and  expenses 


14,592,039 
6,355.624 


2,318,666 

98,696 

120.738 


20,947,663 


2.538.100 
23.485.763 

8,524.917 


Other  Financial  Sources  (Uses) : 
Prior  year  adjustments 
Increase  in  claim  reserves 
Dividends  available  for  payment  in  fiscal 
year  1981  from: 
Results  of  operations 

Provisions  for  changes  in  security  valuation 
Provisions  for  permanent  total  lifetime 

benefits 
Unallocated  premiums  due  to  change  in 
accounting  methods 


2.319.075 
38.452 

100.000 

400.000 


21.404 
(   6.227,246) 


See  Accompanying  Notes  to  Financial  Statements 
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EXHIBIT  8 


DIVISION  OF  WORKERS'  COMPENSATION 
STATE  COMPENSATION  INSURANCE  FUND 

STATEMENT  OF  OPERATIONS  AND  CHANGES  IN  FUND  BALANCE  -  CONTINUED 
For  the  Fiscal  Year  Ended  June  30,  1980 


Other  Financial  Sources  (Uses)  -  Cent. : 
Dividends  available  for  pajTnent  in  fiscal 
year  1980  from  -  Cont.: 

Provisions  for  changes  in  claim 

fluctuations 
Provisions  for  changes  in  rate 
stabilization 

Excess  of  current  year's  income  over 
payments  and  other  financial  sources 
(uses) 

Fund  balance  -  July  1,  1979 


$   667,000 

333.000     ($  3.857,527) 

(   1,538.452) 
11,126,938 


Fund  balance  -  June  30,  1980 


$  9.588,486 


See  Accompanying  Notes  to  Financial  Statements 

-34- 


DIVISION  OF  WORKERS'  COMPENSATION 
STATE  COMPENSATION  INSURANCE  FUND 

NOTES  TO  FINANCIAL  STATEMENTS 
Two  Fiscal  Years  Ended  June  30,  1980 

Summary  of  Significant  Accounting  Policies 

(a)  Organization 

The  State  Compensation  Insurance  Fund  is  a  State  operated  insurance 
program  administered  by  the  Division  of  Workers'  Compensation.   The  Fund 
is  carried  as  an  agency  fund  in  the  Statewide  Budgeting  and  Accounting 
System. 

(b)  Accounts  Receivable 

The  Fund  uses  the  direct  write-off  method  for  expensing  uncollectible 
accounts  receivable. 

(c)  Fund  Balance 

The  Fund  balance  is  allocated  between  restricted  and  unrestricted 
balances.   The  unrestricted  balance  is  available  for  paying  dividends 
to  enrolled  employers. 

(d)  Investments 

Investments,  except  mortgages,  are  presented  in  the  balance  sheet 
at  original  cost  adjusted  for  discount  and  premium  amortization  where 
applicable.   Mortgages  are  presented  in  the  balance  sheet  at  par  value. 

Premiums  and  discounts  are  amortized  using  the  straight-line  method 
over  the  life  of  the  securitites.  An  average  life  of  eight  (8)  years  is 
used  for  amortization  of  mortgage  discounts. 

(e)  Bond  Exchanges 

Bond  exchanges  involve  trading  one  security  for  another  security 
having  the  same  par  value  for  the  purpose  of  enhancing  portfolio  content 
and/or  yield.   The  Board  of  Investment  defers  gains  and  losses  resulting 
from  bond  exchanges  and  amortizes  such  gains  and  losses  over  the  shorter 
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of  either  the  remaining  life  of  the  bonds  sold  or  the  bond  purchased 
for  replacement.   As  shown  in  the  accompanying  financial  statements  at 
June  30,  1980,  the  accumulated  unamortized  deferred  costs  on  bond 
exchanges  aggregated  $828,308  and  deferred  revenue  on  bond  exchanges 
amounted  to  $44,641. 
(f )   Reserves 

The  Fund  employs  an  independent  actuary  to  determine  the  adequacy 
of  rates,  reserves  and  restricted  fund  balance.   Copies  of  the  actuary's 
reports  as  of  June  30,  1979  and  June  30,  1980  are  included  as  a  part  of 
this  report. 

Investments 


Following  is  a  summary  of  investments  managed  by  the  Board  of  Investments 
at  June  30,  1980. 


Mortgages 
Federal  securities 
Corporate  bonds 
Repurchase  agreements 


Carrying 
Value 

$   346,969 

5,381,000 

54,961,134 

500,000 

$61,189.103 


Market  Value 

$   346,969 

4,477,310 

45,456,053 

500,000 

$50,780,332 
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APPENDIX   1 

COATES.   HERFURTH   5.   ENGLAND 

Actuaries  and  Consultants 

320  California  Street.  Suite  501 

San  Francisco  94I04 

Telephone  (4I5)  433-'<l4'>0 


November  2,  1979 


Workers'  Compensation  Division 
Department  of  Labor  and  industry 
State  of  Montana 
815  Front  Street 
Helena,  Montana   59601 

Gentlemen: 

We  have  examined  the  methods  and  procedures  utilized  by  the  Workers'  Compensation 
Division  of  the  Department  of  Labor  and  Industry  of  the  State  of  Montana  in  the 
determination  of  its  liabilities  for  compensation,  hospital,  medical  and  other  benefits 
as  of  the  close  of  its  fiscal  year  June  30,  1979,  under  Compensation  Plan  //3,  as  set 
forth  in  the  Workers'  Compensation  Act.  Our  examination  included  a  determination  of 
the  appropriateness  of  the  underlying  methods  and  procedures,  such  review  of  the 
basic  records  as  we  considered  necessary  in  the  circumstances  and  an  analysis  of  the 
results  so  obtained. 

The  resulting  liabilities  for  benefits  to  be  paid,  so  determined,  may  be  summarized  as 
follows: 

Claim  liabilities  and  reserves  for: 

Compensation  and  benefits  $  32,885,312 

Medical  benefits  7,554,356 

Medical  only  benefits  950,000 

Total  $  41,389,668 

In  addition  to  the  above  amounts  for  claim  liabilities  and  reserves,  the  Fund  is 
maintaining  a  claim  fluctuation  reserve  of  $3,159,489  and  a  Rate  Stabilization  reserve 
of  $1,130,831,  together  with  combined  reserves  for  catastrophe  and  medical  cost 
fluctuations  of  $3,400,000.  A  security  valuation  reserve  of  $2,183,870  is  also 
maintained  along  with  a  provision  of  $100,000  for  permanent  lifetime  benefit. 

In  our  opinion,  the  above  claim  liabilities  ore  based  upon  the  benefits  provided  under 
the  Workers'  Compensation  Act  of  the  State  of  Montana.  Further,  in  our  opinion,  on 
the  basis  of  the  information  and  procedures  referred  to  above,  and  upon  our 
assumption  that  the  procedures  of  the  Division  ore  adequate  to  properly  establish  and 
maintain  records  required  for  this  purpose,  such  liabilities  in  the  aggregate  are 
reasonable  and  appropriate  as  of  that  dote,  and  that  the  Fund  is  in  a  sound  actuarial 
and  financial  position. 

By  following  this  procedure  each  year  and  by  reviewing  and  adjusting  the  rates  each 
year  to  reflect  changing  benefits  and  experience,  in  our  opinion,  the  Fund  con  continue 
to  be  maintained  on  a  sound  actuarial  and  financial  basis. 

Sincerely  yours, 


JTF/wpa 
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APPENDIX  2 


COATES,  HeRFURTH  S  ENGLAND.  INC. 

Actuaries  and  Consultants 

320  California  Street.  Suite  50I 

San  Francisco  94104 

Telephone  (4I5)  433   AAAO 

October  2^,  1980 

Workers'  Compensation  Division 
Department  of  Labor  and  Industry 
State  of  Montana 
815  Front  Street 
Helena,  Montana    59601 

Gentlemen: 

We  have  examined  the  methods  and  procedures  utilized  by  the  Workers'  Compensation 
Division  of  the  Department  of  Labor  and  Industry  of  the  State  of  Montana  in  the 
determination  of  its  liabiJites  for  compensation,  hospital,  medical  and  other  benefits 
as  of  the  close  of  its  fiscal  year  June  30,  1980,  under  Compensation  Plan  #3,  as  set 
forth  in  the  Workers'  Compensation  Act.  Our  examination  included  a  determination  of 
the  appropriateness  of  the  underlying  methods  and  procedures,  such  review  of  the 
basic  records  as  we  considered  necessary  in  the  circumstances  and  an  analysis  of  the 
results  so  obtained. 

The  resulting  liabilities  for  benefits  to  be  paid,  so  determined,  may  be  summarized  as 
follows: 

Claim  liabilities  as  reserves  for: 

Compensation  benefits  $  38,912,3^*6 

Medical  benefits  7,767,568 

Medical  only  benefits  937,000 

Total  $  if7,616,91'* 

In  addition  to  the  above  amounts  for  claim  liabilities  and  reserves,  the  Fund  is 
maintaining  a  claim  fluctuation  reserve  of  $2,'t92,'f89  and  a  Rate  Stabilization  reserve 
of  $797,831,  together  with  combined  reserves  for  catastrophe  and  medical  cost 
fluctations  of  $3,400,000.  A  security  valuation  reserve  of  $2,145,418  is  also 
maintained. 

In  our  opinion,  the  above  claim  liabilities  are  based  upon  the  benefits  provided  under 
the  Workers'  Compensation  Act  of  the  State  of  Montana.  Further,  in  our  opinion,  on 
the  basis  of  the  information  and  procedures  referred  to  above,  and  upon  our 
assumption  that  the  procedures  of  the  Division  are  adequate  to  properly  establish  and 
maintain  records  required  for  this  purpose,  such  liabilities  in  the  aggregate  are 
reasonable  and  appropriate  as  of  that  date,  and  that  the  Fund  is  in  a  sound  actuarial  and 
financial  position. 

By  following  this  procedure  each  year  and  by  reviewing  and  adjusting  the  rates  each 
year  to  reflect  changing  benefits  and  experience,  in  our  opinion,  the  Fund  can  continue 
to  be  maintained  on  a  sound  actuarial  and  financial  basis. 

Sincerely  yours, 

Joseph  T.  Flynn 

JTF/wpc 
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AGENCY  REPLIES 


DIVISION  OF 

WORKERS' 

COMPENSATION 


THOMAS  L   JUDGE,  GOVERNOR 


815  FRONT  STREET 


STATE  OF  MONTANA' 


November  3,  1980 


HELENA.  MONTANA  59601 


NEWLAND,  HORN,  CRIPPEN  &  PECK,  P.C. 
Certified  Public  Accountants 
53  West  Broadway 
Butte,  MT   59701 

Gentlemen: 

Enclosed  are  the  Division's  responses  to  various  audit  recormendations 
made  by  your  firm  relative  to  the  operations  of  the  Division  of 
Workers'  Compensation. 

We  appreciated  the  opportunity  to  review  the  audit  findings  with  your 
staff  and  have  our  comments  included  in  the  published  report. 

We  would  like  to  compliment  you  on  the  sincere  efforts  and  professional 
conduct  displayed  by  your  staff  during  the  audit. 

Very  truly  yours. 


/J 


LAURY  M.  LEWIS 
Administrator 

LML:bc 
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kH  EQUAL  OPPORTUNiry  EMPLOYER 


AGENCY  RESPONSE 

These  Division  comments  to  the  audit  recommendations  correspond  to  the 
underlined  headings  in  the  Draft  Report. 

Uninsured  Employers 

The  Division  recognizes  the  inherent  weakness  in  the  funding  sources  for 
the  Uninsured  Employers'  Fund.  In  cooperation  with  the  Governor's  Advisory  Council 
on  Workers'  Compensation,  a  more  stable  funding  source  will  be  proposed  to  the 
47th  Legislature. 

Crime  Victims  Fund 

The  Crime  Victims  Compensation  Act  became  effective  July  1,  1977.  During 
the  first  year  of  activity  the  Fund  experienced  very  little  benefit  activity  as 
compared  to  the  initial  revenue  generated.  Since  that  time,  benefit  costs  have 
increased  and  will  continue  to  do  so  as  knowledge  of  the  Fund's  existence  continues 
to  grow. 

Currently  wage  loss  benefits  are  statutorally  established  at  a  maximum 
of  $125  per  week,  which  is  almost  43  percent  lower  than  wage  loss  compensation 
benefits  for  an  injured  workers.  The  Division  1s  supporting  leglislation  which 
will  increase  the  maximum  wage-loss  benefits  to  reflect  a  more  realistic  level. 
Once  these  factors  have  been  given  proper  consideration,  the  funding  level  will  be 
given  formal  attention. 

Independent  Contractors 

We  concur  with  this  recommendation,  but  compliance  may  be  difficult. 
This  matter  has  and  will  continue  to  be  litigated  by  the  Division  as  well  as 
other  state  agencies  dealing  with  the  subject. 

Initial  Deposits 

We  concur  with  the  recommendation. 
Out-of-state  Audits 

We  concur  with  this  recommendation. 
Permanent  Partial  Disability  Problems 

The  Division  concurs  with  this  recommendation. 

Grant  Revenue  Accrual 

The  Division  has  Implemented  this  recommendation,  which  is  reflected  on 
the  financial  statements  for  the  year  ended  June  30,  1980. 
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Advance  Collections  of  Grant  Revenue 

We  concur  with  this  recommendation. 

Property  and  Equipment 

The  Division  has  now  Included  In  Its  asset  inventory  all  Division  automobiles 
and  will  institute  the  recommendation  to  assign  Inventory  numbers  to  purchase 
Items.  The  Division  Is  currently  awaiting  assistance  from  the  Department  of 
Administration  In  Implementing  its  property  accountability  management  system. 

Expenditures 

The  Division  concurs  in  this  recoinnendatlon. 

Accounts  Receivable  -  Unbilled  Premiums 

The  Division  concurs  with  this  recommendation  and  has  implemented 
procedures  which  will  accommodate  audit  objections. 

Universal  Identifier 

The  Management  Information  System  used  by  the  Division  has  the  capability 
to  capture  the  Federal  identification  number.  This  number  is  used  as  a  secondary 
identifying  number  on  new  enrollments.  We  find  that  there  are  some  mechanical 
difficulties  in  implementing  it  as  the  State  Fund  exclusive  identifier.  However, 
we  do  concur  that  a  unique  employer  Identifying  number  would  be  beneficial  to 
state  agencies. 

Physical  Plant 

We  concur  with  this  recommendation.  The  Division  has  sought  for  a 
number  of  years  adequate  facilities  to  house  its  operations  and  will  continue  to 
do  so. 
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